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Economic Development Administration Consolidation
(Commer ce -- Departmentwide and Economic Development)

[LFB 2001-03 Budget Summary: Page 179, #16]

CURRENT LAW

The Wisconsin Development Fund (WDF) consists of nine programs. (&) technology
development grants and loans; (b) customized labor training grants and loans; (c) maor
economic development grants and loans; (d) urban early planning grants; (€) Wisconsin trade
project; (f) employee ownership assistance grants; (g) manufacturing extension center grants; (h)
revolving loan fund capitalization grants, and (i) the rapid response fund. Commerce is
authorized to charge an origination fee of up to 2% of the award amount on major economic
development (MED) and customized labor training (CLT) grants and loans in excess of
$200,000. Fee collections are placed in a program revenue appropriation used to provide funding
for administration of the WDF. The appropriation has base level expenditure authority of
$113,000 PR and 2.0 PR positions.

The Certified Capital Companies (CAPCO) program was created by 1997 Wisconsin Act
215. Under the program, an insurance premiums tax credit is provided for insurance company
investments in certified capital companies. The certified capital companies are required to use
these funds to provide capital to certain small businesses. If the certified capital companiesfail to
make the required investments in these small businesses, the insurance companies must repay all
or part of the credits. Commerce administers the program and certified capital companies must
pay an application fee of $7,500 and an annual certification fee of $5,000 to the Department.
Fees are placed in a program revenue appropriation used to fund administrative expenses. The
Act provided 2.0 PR positions to administer the CAPCO program.
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GOVERNOR

Transfer expenditure authority of $116,500 PR and 2.0 PR positions from the Wisconsin
Development Fund (WDF) administration appropriation to the Department’s economic
development operations appropriation to consolidate administrative personnel and funding. In
addition, the WDF administration appropriation would be deleted but loan origination fees and
the unencumbered balance in the appropriation would be placed in the economic development
operations appropriation. Similarly, the Certified Capital Companies (CAPCO) administration
appropriation would be deleted but CAPCO administrative fees and the unencumbered balance
in the appropriation would be placed in the economic devel opment operations appropriation.

DISCUSSION POINTS

1 The 1997-99 biennia budget (1997-99 Wisconsin Act 27) provided Commerce with
1.0 PR auditor position, converted a GPR grants specialist position to PR funding and authorized the
Department to charge a loan origination fee of 1.5% of the award amount on customized labor
training grants (CLT) and major economic development (MED) grants and loans in excess of
$100,000. The Department cited a 1996 study that showed that staffing for the Bureau's loan
portfolio was lower than private lending ingtitution staffing levels for comparable loan portfolios.
The Department also indicated that the preapplication process, monitoring responsibilities and audit
responsibilities had increased. The loan origination fee was proposed as a means of charging award
recipients for a portion of the cost of administering the economic development grant and loan
programs. However, loan origination fee revenues were not sufficient to fund both positions and the
auditor position was left vacant. In the 1999-01 biennial budget (1999 Wisconsin Act 9), the loan
origination fee was increased to 2% of award amounts for CLT and MED grants and loans in excess
of $200,000. The increased fee has not generated enough program revenue to alow the Department
to fill the vacant auditor position.

2. Table 1 shows the projected revenues, expenses and appropriation balances for the
WDF administration appropriation for the biennium. The table shows that, under current law, loan
origination fee revenues would be sufficient to continue funding the grants administration position
but there would be no additional revenues to fund the auditor position. Expenditures for fiscal year
2001 are low, because the grants speciaist position was switched to GPR funding for the year. The
change was made to address the deficit in the appropriation in fiscal year 2000-01. Note that the
table shows projected actua expenses, not the total expenditure authority, since one of the
authorized positionsis vacant.
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TABLE 1

WDF Administration Appropriation Revenues, Expenditure
and Appropriation Balances

2001-02 2002-03
Opening Balance $14,100 $19,000
Revenues 70,000 70,000
Expenditures -65,100 -66,200
Closing Badance $19,000 $22,800

3. The grants specidist position is located in the Bureau of Business Finance while the

vacant auditor position is in the Office of Loan and Grant Administration. The Bureau of Business
Finance is responsible for underwriting, evaluating projects and making funding recommendations
for many of the Department's economic development grant and loan programs. The Bureau
underwrites grants and loans for the WDF, Minority Business Finance (MBF), Rural Economic
Development (RED), and the federal small cities Community Development Block Grant (CDBG)
programs. The Bureau consists of 10.5 authorized positions. The Office of Loan and Grant
Administration provides administrative services for the economic development grant and loan
programs and for other units in the Department. The Office provides services such as processing
and review of certain documents, contracting, loan and grant drawdowns and closeouts, technical
assistance, customer assistance and reconciling encumbrances, receipts and disbursements. The
Officeisauthorized 10.6 positions.

4, Act 215 provided Commerce with 2.0 positions to administer the CAPCO program.
It was estimated that funding for the positions and related expenses would be $100,700. The
Department indicated that the positions would have a number of responsibilities related to the
program including certifying capital companies, capital investments and qualified businesses,
reviewing reports and statements, making written determinations, conducting compliance reviews
and producing certain written notices.

5. As noted, the positions were to be funded with registration and annual certification
fees. However, the fee revenues have been not been sufficient to fund either position. Consequently,
the positions have remained vacant. Moreover, since there are three certified capital companies
authorized to make certified capital investments, total annual revenues for the appropriation will be
$15,000. This would not allow Commerce to fill either position. It should be noted that the
accounting system for the budget does not include the positions or related expenditure authority.
Since the appropriation is a program revenue, continuing appropriation, expenditure authority is not
technically necessary for Commerce to expend appropriation monies. A technical change is
necessary to recognize the authorized positions.

6. The CAPCO program is currently administered by the Office of Loan and Grant
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Administration.

7. The bill would delete the WDF and CAPCO administration appropriations and
transfer the four authorized positions and appropriation balances to the Department’s program
revenue economic development operations appropriation. Annual WDF loan origination fee and
CAPCO certification fees would be placed in the appropriation. Currently, there is no ongoing
source of program revenue for the economic devel opment operations appropriation.

8. Commerce indicates that consolidation of positions and funding sources would
allow the Department to continue funding the grants specialist position and to fill an auditor position
that would perform audit activities related to both WDF and the CAPCO programs. Table 2 shows
projected revenues, expenditures and appropriation balances for the consolidated appropriation
including expenses for the auditor position. If sufficient additional revenues were generated in
future years, Commerce could use the fundsto fill the remaining authorized positions.

TABLE 2

Revenues, Expenditure and Appropriation Balancesfor
Consolidated Economic Development Operations Appropriation

2001-02 2002-03

Opening Balance $79,600 $54,300
Revenues

Loan Origination Fees 70,000 70,000

CAPCO Fess 15,000 15,000

Expenditures -110,300 -127,700

Closing Badance $54,300 $11,600

9. The table shows that if the auditor position is filled, the appropriation would have
sufficient revenues to fund that position and the existing grants specialist position during the
biennium. However, ongoing expenditures would exceed ongoing revenues and the consolidated
appropriation would only generate enough revenues to fund the grants specialist position on an
ongoing basis. As a result, the auditor position would not have a permanent source of ongoing
funding from the consolidated appropriation. Moreover, the WDF auditor position has been vacant
since October, 1997, while the CAPCO positions have been vacant since April, 1998. Other
Commerce staff have been performing the functions of these vacant positions. It could be argued
that this indicates that the vacant positions are not necessary to administer the WDF and CAPCO
programs. As aresult, instead of consolidating the administrative staff in a single appropriation, the
three vacant positions and related expenditure authority could be deleted. If, in the future, the
Department determined that the positions were necessary to meet the workload associated with the
CAPCO and WDF programs and sufficient administrative revenues were generated, Commerce
could request additional staff under s. 16.505. If the CAPCO administrative positions are deleted,
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the year-end balance and annual fee revenues in the CAPCO administration appropriation could be
lapsed to the general fund. It could be argued that this would recognize that GPR funded positions
would be administering the program. This would increase GPR-Earned by $80,500 in 2001-02 and
$15,000 in 2002-03.

ALTERNATIVESTO BASE

1 Approve the Governor’'s recommendation, as technically corrected, to transfer
$116,500 PR annualy and 2.0 PR positions from the Wisconsin Development Fund (WDF)
administration appropriation [20.143(1)(gm)] and 2.0 positions from the CAPCO administration
appropriation [20.143(1)(hm)] to the Department’s economic devel opment operations appropriation
[20.143(1)(h)] to consolidate administrative personnel and funding. Delete the WDF administration
appropriation and place loan origination fees and the unencumbered balance in the appropriation in
the economic development operations appropriation. Delete the Certified Capita Companies
(CAPCO) administration appropriation and place CAPCO administrative fees and the
unencumbered balance in the appropriation in the economic devel opment operations appropriation.

Alternative 1 PR
2002-03 POSITIONS (Change to Base) 2.00
[Change to Bill 2.00]

2. Delete expenditure authority of $51,400 PR in 2001-02 and $50,300 PR in 2002-03
and 1.0 vacant PR position in the WDF administration appropriation [20.143(1)(gm)] and 2.0 PR
positions in the CAPCO administration appropriation [20.143(1)(hm)].

Alternative 2 PR
2001-03 FUNDING (Change to Base) - $101,700
[Change to Bill - $101,700]
2002-03 POSITIONS (Change to Base) -1.00
[Change to Bill -1.00]

3. Require that the year-end balance in the CAPCO administration appropriation lapse
to the genera fund as GPR-Earned. (This alternative could be adopted in addition to, or in lieu of,
Alternative #2).

Alternative 3 PR
2001-03 REVENUE (Change to Base) $95,500
[Change to Bill $95,500]
4, Maintain current law.

Prepared by: Ron Shanovich
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